Department of Defense
DIRECTIVE

November 24, 1992
NUVBER  5000. 4

ASD( PASE)

SUBJECT : (OSD Cost Anal ysis | nprovenent G oup (CAIG)

References: (a) DoD Directive 5000.4, subject as above, Cctober
30, 1980 (hereby cancel ed)

(b) DoD 5000.4-M “Cost Analysis Guidance and pro-
cedures, " Decenber 1992, authorized by this
Directive

(c) DoD 5025.1-M “DoD Directives System Proce-
dures, “ Decenber 1990, authorized by DoD Direc-
tive 5025.1, Decenber 23, 1988

() DoD Instruction 5000.33, “Uniform Budget/ Cost
Terms and Definitions, “ August 15, 1977 (hereby
cancel ed)

(e) through (n) , see enclosure 1

A. REISSUANCE PURPOSE

This Directive:

1. Reissues reference (a) to update the permanent charter
for the OSD cale.

2. Authorizes the publication of reference (b) , consistent
with reference (c)

3. Replaces reference (d) and DoD Directive 7220.33 (refer-
ence (e) ) wth Chapters 3 and 4 of reference (b)

B. APPLICABILITY

This Directive applies to the Ofice of the Secretary of
Def ense (0SD), the Military Departnents  the Chairman ‘f ‘he
Joint Chiefs of Staff and the Joint Staff, and the Defense

Agencies (hereafter referred to collectively as “the DoD Conpo-
nents” ) .

C. MINISTRATION

1. The Chair. | n accordance wth DoD Instruction 5000.2 and



DoD Directive 5000.49 (references (f) and (g) ) , the GSD CAIG is
chaired by the Deputy Assistant Secretary of Defense (Resource
Anal ysis) in the Ofice of the Assistant Secretary of Defense
(Program Anal ysis and Eval uation).

2. Direction. The OSD CAIGis responsible to, and subject
to direction from the Under Secretary of Defense (Ach|S|t|on)
(usp(a)) for fulfilling the requirenents inposed on the Depart-
ment of Defense by 10 u.s.c. 2434 (reference (h)), and for pro-
viding support to the Defense Acquisition Board (DAB)

3. Menbership. The CAIG nmenbership is conposed of the
fol |l ow ng:

a.. One nenber appointed by each DAB pernmanent nenber
(reference (g)). The Chair shall be in addition to those CAIG
menbers.

b. One nmenber appointed by the Assistant Secretary
(Force Managenent and Personnel).

c. Ad hoc representatives, as appointed by the CAIG
Chair, for special purposes.

4. Executive Group. The Executive Goup is made up of the
CAIG Chair, the representatives fromthe OSD, and the representa-
tive of the Vice Chairman of the Joint Chiefs of Staff, appointed
I n accordance W th subsection C.3., above. Only the Executive
G oup shall participate in preparing the CAI G reports.

b. AIG Meetings. Regular and Executive G oup neetings
shal | take place at the call of the CAIG Chair. Quarterly, an
adm nistrative CAIG neeting shall be held with the full CAIG
menber shi p.

D. RESPONSIBILITIES

The Assistant Secretarv _of Defense (Program Analvsis and
Evaluation) shall ensure that the OSD CAIG shall act as the
principal advisory body to the mlestone decision authority on
cost, as delineated in DoD Instruction 5000.2, DoD Directive
5000. 1, and DoD 5000.2-M (references (f), (i), and (j)). CAG
menbers shall represent their functional areas, in accordance
w th the standing organizational roles and mssions of their
offices, for the follow ng:
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1. |Inplenental ion of 10 U.,s.c. 2434 (Reference (h)) and DoD
| nstruction 5000.2 (Reference (f))

a. For Milestone Il and Ill Reviews. As required by
reference (h), the CAIG Chair shall give the usp(a) a report on
the life-cycle costs of each Category ID programat M estones |1
and 111. Those reports shall transmt the CAIG estinate of that
programis life-cycle costs. At a Mlestone Il or IIl review for
a Category IC program, the CAIG Chair shall provide a simlar
report to the official to whom the usp(a) has delegated m | estone
approval authority.

b. of the CAIG FEst imate. The CAIG estimte sup-
porting a Mlestone Il or 11l decision shall cover all elenents
of the total |ife-cycle costs of the program (not just Future

Years Defense Program requirements), as defined in Chapter 2 of
pop 5000. 4-M (reference (b)), and Part 15 of DoD 5000.2-M (refer-

ence (j)), including the following, as required by reference (h)

"(A) the cost of all research and devel opnent ef-
forts, wthout regard to funding source or nanagenent control;

“(B) the cost of the prime hardware and its major
subconponent s, support costs (including training, peculiar
support equi pnent, and data), initial spares, mlitary construc-
tion costs, and the cost of all related procurenents (including,
where applicable, nodifications to existing aircraft or ship
platfornms), wthout regard to funding source or nanagenent
control of the program and

“(c) all elenents of operating and support costs.”

The CAIG estimate shall display values separately for each of the
el ements of life-cycle cost quoted in (A) through (C, above.

c. For Oher Reviews, The caic Chair shall give the
USD(A) a report on the life-cycle costs of each Category ID
program at M lestone | of the same scope described in paragraph
D.1.b., above. \Wen the usD(a) determ nes that a M|l estone |V
review may result in the engineering and manufacturing devel op-
ment (EMD), or in the production and fielding, of a Category |
program the CAIG Chair shall provide a simlar report for that
Ml estone |V review, as follows:

(1) For a Category ID program that report shall be
given to the usD(a).



(2) For a Category IC program that report shall be
provided to the official to whomthe usp(a) has del egated m | e-

stone approval authority.

The usp(a), 1n coordination with the CAIG Chair, shall determ ne
the requirenents for CAIG reports in support of DAB reviews that
are not mlestone reviews.

d. For Defense Agencies and Joint DoD component Pro-
grams. The CAIG Chair shall prepare a report for the USD(aA) on

the life-cycle costs of Defense Agency or joint DoD Conponent

programs, 1n accordance wth paragraphs p.l.a. through p.1.c.,
above. A DoD Conponent cost anal ysis (CCA) will not al ways be
required for progranms of the Defense Agencies, or for the joint

DoD Conponent prograns.

(1) For prograns sponsored by a Defense Agency that
the CAIG Chair determnes to have the capability of generating a

DoD CCA, that Defense Agency shall provide a DoD CCA, in accord-
ance with DoD 5000.4-M DoD Instruction 5000.2, and DoD 5000. 2- M

(references (b), (f), and (j)).

(2) For a joint DoD Component programthat involves
at least one MIlitary Departnment, or at |east one Defense Agency
that the CAIG Chair determnes to have the capability of gener-
ating a DoD CCA, the usb(a) , based on the recommendation of the
CAI G Chair, shall designate the organization that is to prepare
the DoD CCA, in accordance with references (b), (f), and (j).
The CAIG Chair shall coordinate those designations wth the
performng organi zation’s DoD Conponent.

(3) For prograns sponsored by one or nore Defense
Agencies that the CAIG Chair determ nes do not have the capabili-
ty of generating the DoD CCA, the OSD CAI G shall prepare the
required life-cycle report for the usp(a) wthout a DoD CCA from
t he sponsoring Defense Agency or Agencies. |In such a case, the
CAI G Chair may task the sponsoring Defense Agency or Agencies to
provide information and manpower to support the preparation of
the CAIG life-cycle cost report, and the CAIG Chair may establish
and direct a task force involving cost analysts fromthe DoD
Conponents, other than the sponsoring Defense Agency or Agencies,
to support the preparation of the CAIG |ife-cycle cost report.
The CAIG Chair shall coordinate assignments to such a task force
wth the participants’ DoD Conponents.

(4) Whether or not the sponsoring Defense Agency or
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Agenci es provide a DoD CCA, the CAIGis responsible for the
overall quality of the est mates presented to the uUsSD(a), and for
the estimates of the elenents of l[ife-cycle cost identified in
paragraph D.1.b., above.

€. peficiencies In Submitted |nformation. The CAIG
Chair shall advise the usb(a) whether cost estinmating deficien-

cies in the DoD Conmponent programoffice or cost analysis office
estimates or the lack of DoD Conponent estimate docunentation is
so significant that the m|lestone or programreview should be
deferred, as required by DoD Instruction 5000.2 (reference (f)),
and in conpliance with the 16, DoD, Audit Report No. 89-055 (ref-
erence (k)) . The docunentation standard in Chapter 2, subsection
D. 3. of b 5000.4-M (reference (b)), shall be the basis for the
CAIG recommendation to defer the m|estone and programreview.

f. for the cAIG Estimate. The CAIG estimte
shal | be for the program described in the cost analysis require-
ments description (CARD) provided by the sponsoring DoD Conpo-
nent, in accordance with references (b) and (f), and DoD 5000. 2- M
(reference (j)). In developing its estimate, the CAIG al so shall
exam ne the mutual consistency of the CARD with current threat,
operational requirenents, and technical requirenents docunents;
and with contractual docunents, including requests for proposals.
The CAIG shall report any instances of significant inconsisten-
ties anong those docunents, and shall provide in its report an
assessnment of the potential inplications for cost of the incon-
sistencies. The OSD CAIG shall review each of the program and
estimating assunptions listed in Chapter 2, paragraphs A.l.a.
through A l.e. of reference (b), and provide its opinion of their
validity in its report. Responsibilities for best-practice sol u-
tions to the technical design problens and acquisition strategy
| ssues involved rest wth the sponsoring DoD Conponents, and wth
other OSD offices, in accordance with their functional responsi-

bilities.

g. Relation of the CAIG Estimate t
the DoD ccA In preparing its estimate, the CAI G shall enpl oy
the best current professional practice for that task. The CAI G
may incorporate in its estimate, with or wthout adjustnent,
specific portions of the programoffice cost estimate (POE) or
the DoD CCA estimate, if it has independently established that
the portions included are valid.

(1) The decision to incorporate parts of the PCE or
t he DoD CCA shall be based on such evidence, as foll ows:



(a) Current prices or realized costs;
(¢) Cost incurred on simlar progranms; or

(c) A verification based on experience that the
met hods and data used in constructing the portion accepted are

r easonabl e.

(2) The CAI G shall docunent the reasons for incor-
poration in its estimate of any portion of the PCE and the DoD
cca . That docunentation nmay be naintained separately fromthe

CAIG report.

h. Risk Assessment. The CAIG Chair report, in support
of a mlestone review, shall include quantitative assessnents of

the risk in the estimate of |ife-cycle costs. I n devel opi ng an
assessnent of cost risk, the CAIG shall consider the validity of
such programmatic assunptions of the CARDs as EMD schedul es, rates
of utilization of test assets, production ranp rates, and buy
rates, consistent wth historical information. The caic shall

al so consider uncertainties in inputs to any cost estinmating re-

| ationships used in its estimates, as well as the uncertainties

i nherent in the calibration of the CeERs, and shall consider un-
certainties in the factors used in making any estinmates by analo-
gy. The CAIG shall consider cost and schedule risk inplications
of avail able assessnents of the progranis technical risks, and
may include the results in its cost-risk assessnents. The cailg
may consider information on risk provided by any source, although
primary reliance wll be on the technical risk assessnents that
are the responsibility ofthe sponsoring DoD Conponents, and of
other OSD offices, in accordance with their functional responsi-

bilities.

|. Significant DAB |ssues. The CAIG Chair report to the
usD(A) shal |l provide an analysis of cost inplications of signifi-

cant DAB issues; e.g., costs of proposed coproduction in nultina-
tional programs, costs of alternative acquisition strategies, and
costs of conpetitive alternative sources for the devel opnment and
production phases, as required by DoD 5000.2-M (reference (j)).

2. QOher CAIG Responsjbilities

a. Provide the DAB with an independent anal ysis of cost
| nplications of proposed coproduction and dual production ap-
proaches to weapons procurenent in support ofNorth Atlantic
Treaty Organization standardization and interoperability, as
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requi red by DoD Directive 2010.6 (reference (1) )

b. Provide the USD (A) with a reconmendation on the
reasonabl eness of the program acquisition unit cost and current
procurenment unit cost in support of the Secretary of Defense
certifications to the Congress for prograns breaching established
unit cost thresholds, as required by Part 18 of DoD 5000. 2- M
(reference (j)).

c. Provide the usbD(a) with a reconmendati on on the
validity of costs in acquisition program baselines in conpliance

wth Part 14 of reference (3) .

d. Provide an independent assessnent of the status of
t he Defense Acquisition Executive Sunmary program costs, as
required by Part 16 of reference (j)

e. Establish substantive guidance on the preparation of
cost estimates and detail ed procedural guidance on CAl G presen-
tations (see DoD 5000.4-M reference (b)), as required by DoD
| nstruction 5000.2, Part 10, paragraph A 3.d. (reference (f)).

f.  The caic shall annually review the plans of all the
DoD Conponents for performng or sponsoring cost research, and
devel op a coordi nated 6-year plan for DoD cost research that
al l ocates resources to the highest priority and avoids duplica-
tion of effort and facilitates sharing results anong the DoD
Conponents.  The CAIG shall nmke available to all interested DoD
Components a data base describing conpl eted, on-going, and
pl anned cost research projects.

g. Establish standard definitions of cost terns in the
managenment of DoD acquisition prograns to provide a foundation
for communi cation anmong the Congress, the Departnent of Defense,
and industry (Part 6, section B. of reference (f), and reference
(b)), in conpliance wth the usD(a) report approved by the
Secretary of Defense on January 16, 1990 (reference (m)

h. Establish policy guidance on the Contractor Cost Data
Reporting System and nonitor its inplementation to ensure
consi stent and appropriate application throughout the Departnent
of Defense, as required by DoD 5000.2-M Part 20, paragraph 3a.
(reference (j)).

i. Develop and inplenment policy to provide for the
coll ection, storage, and exchange of information about inproved
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cost estimating procedures, nethodol ogy, and data, anong the OSD
staffs, the DoD Conponents, and the outside organi zations.
Sponsor an annual DoD cost analysis synposiumto facilitate the
exchange of information, and to dissemnate details on cost
policy and research.

j. Establish policy for, and admnister, the Visibility
and Managenent of Operating and Support Costs Program commonly
referred to as the "vaMosC," and establish policy for the devel -
opment and mai ntenance of a historical operating and support
(0&S) cost data collection system (see DoD 5000.4-M, reference

(b)), in conpliance with the USD(A) report (reference (m). The
0&S costs incurred by each defense program shall be nmaintained in

t hat data base.

k. Review and provide witten approval for the DoD Com
ponents to contract for the devel opnent, or assistance in the
devel opment of, DoD ccaA estimates, in conpliance with the IG
DoD, Audit Report No. 92-016-01 (reference (n)). The DoD Conpo-
nent requests nust denonstrate that special circunstances require
use of contractor personnel, rather than organic personnel, and
that, in conformance with existing DoD policy, there are adequate
saf equards to preclude conflicts of interest.

E. EEEECTIVE DATE AND | MPLENENTATI ON

This Directive is effective immediately. [Inplenenting docu-
ments shall be kept to a mninmum as deened appropriate by the DoD
Conponent Acqui sition Executive. Forward one copy of inplenent-

I ng docunents to the Assistant Secretary of Defense (Program
Anal ysi s and Evaluation) wthin 120 days.

O att 0l

Donal d J. od
Deputy Secretary of Defense

Encl osure
Ref er ences



(k)

(1)
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